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PREFACE 


The  most  striking  feature  of  public  affairs  during  the  past  two  decades  has  been  the 
rapid  growth  in  the  size  and  complexity  of  government.  Reflecting  this  development,  the 
Ontario  Economic  Council  two  years  ago  decided  to  focus  much  of  its  attention  on 
government  expenditure  programs,  particularly  in  the  four  fields  of  health,  education, 
urbanization  and  social  security.  In  considering  each  of  these  fields,  special  emphasis  has 
been  given  to  two  basic  themes:  the  size,  growth  and  effectiveness  of  public  expenditure 
programs;  and  the  impact  of  these  programs  upon  the  personal  distribution  of  income  and 
wealth. 

In  addition  to  its  work  on  public  expenditure  programs,  the  Council  has  also  given 
priority  to  two  related  topics:  national  independence  and  the  development  of  Northern 
Ontario,  both  of  which  pose  long-standing  concerns. 

This  is  one  of  a  series  of  papers  that  the  Council  is  issuing  on  each  of  the  six  areas  where 
we  are  concentrating  our  attention  at  present.  The  purpose  of  these  papers  is  to  highlight 
the  principal  issues,  as  we  see  them,  and  to  provide  a  framework  for  discussion  about 
improvements  in  government  policies  in  these  areas. 

In  this  paper  we  raise  what  we  regard  as  the  most  pressing  issues  of  the  day  concerning 
social  security.  We  also  offer  suggestions  which  we  believe  warrant  further  examination 
for  alternative  policy  approaches  to  these  issues.  The  Council  itself  is  undertaking  research 
to  explore  some  of  the  questions  that  arise,  which  will  be  made  public  as  it  is  completed. 

It  is  the  Council’s  hope  that  this  report  will  make  a  useful  contribution  to  the  evolution  of 
public  policy  in  the  social  security  field. 

While  each  member  of  the  Ontario  Economic  Council  does  not  necessarily  subscribe 
completely  to  everything  said  in  this  report,  the  report  does  reflect  a  strong  consensus  of 
Council  Members’  views. 


G.L.  Reuber 
Chairman 

Ontario  Economic  Council 
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I.  INTRODUCTION 


The  federal  and  provincial  governments  of  Canada  have  been  engaged,  over  the  last 
three  years,  in  a  review  of  Canada’s  welfare  or  social  security  system.  The  results  of  this 
process  are  now  becoming  clearly  defined. 

The  only  apparent  significant  structural  change  to  emerge  to  date,  is  a  proposal  for 
some  form  of  income  tested  assistance  for  the  working  poor.1  If  such  an  addition  is  made  to 
the  existing  panoply  of  welfare  and  social  service  programs  it  will  be  no  small  achievement. 

If  the  process  of  policy  review  and  modification  stops  at  this  point,  however,  an 
opportunity  to  achieve  other  fundamental  reforms  will  have  been  missed.  The  Council  feels 
that  the  Government  of  Ontario  should  consider  changes  in  existing  programs  in  order  to 
make  them  more  consistent  and  more  able  to  conform  with  any  new  transfer  program  for 
the  working  poor;  the  Government  also  should  define  a  policy  framework  for  the  long  term 
which  is  capable  of  dealing  with  such  emerging  issues  as  day  care  and  public  sector 
employment. 

“Social  security”  can  be  defined  either  broadly  or  narrowly.  Since  virtually  all 
government  activities  redistribute  income,  most  government  programs  could  be  included. 
Alternatively,  only  those  public  measures  whose  expressly  stated  purpose  is  to  aid  “poor” 
individuals  or  families  could  be  included.  The  definition,  to  some  degree,  will  inevitably  be 
arbitrary.  The  intent  of  the  Council  is  to  consider  as  social  security  those  public  policies 
which  transfer  income,  in  cash  or  kind,  directly  to  persons  rather  than  indirectly  through  a 
subsidy  to  business,  operations  of  a  marketing  board  or  some  other  form  of  intermediary. 
This  definition  would  include  such  federal  programs  as  Family  Allowances,  Old  Age 
Security  and  Guaranteed  Income  Supplement.  Also,  it  would  include  Unemployment 
Insurance  and  the  Canada  Pension  Plan  since  the  relationship  between  employee 
contributions  and  benefits  in  these  programs  seems  rather  tenuous. 2  Finally,  the  definition 
of  social  security  in  Ontario  would  include  such  provincial  programs  as  Family  Benefits, 
General  Welfare  Assistance,  GAINS,  subsidized  day  care  and  subsidized  medical  care 
premiums  and  pharmaceuticals. 

Attention  in  the  present  paper  is  focussed  on  Ontario  social  security  policies.  In 
particular,  the  issue  of  unemployment  insurance  is  not  addressed,  because  the  program  is 
wholly  federal.  The  Council  understands  that  unemployment  insurance  is  now  under 
federal  review.  The  fact  that  equal  attention  is  not  given  to  federal  programs  should  not  be 
taken  to  indicate  that  the  Council  is  of  the  view  that  it  is  only  in  Ontario  that  change  is 
required. 
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II.  INCOME  AND  POVERTY  IN  ONTARIO 


One  of  the  most  important  objectives  of  social  security,  as  defined  here,  is  to  redistribute 
income  toward  lower  income  families  and  individuals,  or,  in  other  words,  to  improve 
relative  income  distribution  by  raising  the  income  of  the  poorest  members  of  our 
community.  The  manner  in  which  income  is  changed  by  social  security  programs,  or  whose 
income  is  changed,  is  not  a  matter  of  indifference,  of  course:  the  process  of  income 
redistribution  between  different  income  classes  must  assure  fair  treatment  of  persons  in 
comparable  circumstances  and  it  must  proceed  by  methods  which  keep  to  a  minimum  any 
undesirable  side-effects. 

Three  broad  sets  of  considerations  enter  into  the  determination  of  desired  income  or 
wealth  redistribution  toward  the  lower  income  population: 

1)  individual  or  family  resources  available  to  sustain  consumption; 

2)  minimum  individual  or  family  needs; 

3)  the  nature  of  the  time  perspective  which  is  placed  on  the  two  prior  considerations- 

The  resources  available  to  sustain  consumption  include  current  money  income,  net 
assets,  such  own  produced  income-in-kind  as  foodstuffs,  owner  occupied  housing  and  the 
like,  and  benefits-in-kind  received  from  subsidized  goods  and  services  which  confer  power 
on  a  family  or  individual  to  command  goods  and  services. 

The  minimum  needs  consideration  relates  to  the  size,  composition  and  life-cycle  stage  of 
the  family,  the  general  cost  of  living,  and  other  factors  which  may  affect  the  degree  of 
minimum  consumption  required. 

The  question  of  time  is  simply  the  period  over  which  one  measures  the  resources 
available  and  the  minimum  needs;  the  period  used  may  be  a  week,  a  month,  a  year  or  a 
lifetime. 

Individual  or  family  resources  clearly  should  be  measured  comprehensively.  Current 
money  income,  for  example,  does  not  tell  the  whole  story  although  it  probably  constitutes 
the  single  most  important  resource.  An  accurate  assessment  of  an  individual’s  or  family’s 
situation  must  include  knowledge  as  to  what  net  assets  they  own  and  what  non-marketed 
income  they  produce,  in  addition  to  their  money  income.  None  of  these  sources  are  easy  to 
measure  or  are  adequately  recorded  in  official  statistics.  Furthermore,  the  assessment  of 
individual  and  family  resources  is  complicated  by  the  fact  that  income  is  a  flow  over  time. 
Income  varies  with  the  life  cycle;  periods  of  low  income  can  be  followed  by  periods  of  high 
income,  or  the  reverse.  The  view  of  how  many  resources  an  individual/family  has  will 
obviously  be  affected  if  a  longer  or  shorter  time  period  is  selected:  lengthening  the  period 
over  which  income  is  measured  will  lessen  evident  poverty  and  shortening  the  accounting 
period  will  increase  it. 

Money  income  is  an  incomplete  measure  of  individual/family  resources,  but  it  is  the  one 
measure  about  which  most  is  known  and  on  which  most  attention  has  been  focussed.  There 
have  been  no  dramatic  changes  in  the  distribution  of  money  income  in  either  Canada  or 
Ontario  over  the  past  eight  or  ten  years.  This  is  illustrated  in  Table  1:  the  proportion  of 
money  income  going  to  the  lowest  fifth  of  Ontario’s  population  stayed  almost  constant 
between  1965  and  1973. 
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PERCENTAGE  INCOME  DISTRIBUTIONS  BY  QUINTILES, 
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SOURCE:  Statistics  Canada,  “Income  Distributions  by  Size  in  Canada”,  various  years. 


The  notion  of  minimum  needs,  of  course,  is  a  very  subjective  concept.  Different 
definitions  of  “minimum  needs”  have  been  offered  by  different  groups.  Although  these 
definitions  vary  in  other  ways,  virtually  all  of  them  accept  the  notion  that  poverty  is 
relative  in  nature:  they  recognize  that  poverty  relates  to  the  general  standard  of  living  of 
the  community  in  which  an  individual  or  family  resides  and  that,  as  the  community 
standard  of  living  changes  over  time,  so  does  the  level  of  living  which  we  characterize  as 
“poverty”. 

There  is  no  inclination  to  argue  for  one  particular  definition  of  poverty  level  here  but  the 
Council  does  feel  that  standards  of  poverty  which  are  acknowledged  by  the  community  as  a 
whole  have  more  relevance  than  those  put  forward  by  individual  groups. 

Table  2  records  four  differing  views  of  minimum  family  needs  expressed  in  dollars  per 
year,  for  various  sizes  of  families.  In  the  view  of  the  Council  the  first  column — Maximum 
Family  Benefits  Allowance — best  approximates  socially  determined  minimum  needs. 
Although  they  have  never  been  put  forward  by  the  Government  of  Ontario  as  “Ontario’s 
poverty  level”,  there  is  a  strong  element  of  revealed  social  preference  implicit  in  these 
numbers.  Other  poverty  standards  such  as,  for  example,  that  of  the  Canadian  Council  on 
Social  Development,  are  higher  than  the  one  derived  from  Family  Benefits.  In  a  real  sense, 
however,  these  do  not  come  as  close  to  measuring  socially  determined  minimum  needs  for 
Ontario.  3 

It  is  clearly  most  appropriate  to  consider  the  “poverty”  problem  in  terms  of  a  deficiency 
of  income  or  wealth,  in  comparison  with  a  standard  of  individual  or  family  needs,  rather 
than  only  in  terms  of  the  level  of  income.  Measurement  of  the  amount  of  poverty  can  be 
simply  the  number  or  proportion  of  persons  or  families  who  live  below  “the  poverty 
standard”.  A  somewhat  more  refined  measure  is  the  extent  of  resource  deficiency— the 
difference  between  the  poverty  standard  and  a  family’s  resources.  This  measure  is 
commonly  referred  to  as  the  “dollar  poverty  gap”. 

Using  initially  Family  Benefits  and,  subsequently,  Canadian  Council  on  Social 
Development  poverty  lines,  the  number  of  unattached  individuals  and  families  in  Ontario 
who  were  poor  in  1973  has  been  calculated.  The  corresponding  dollar  poverty  gaps  have 
also  been  calculated.  These  data,  however,  should  be  viewed  with  some  caution,  for  two 
primary  reasons:  it  has  not  been  possible  to  take  net  assets  into  account  and,  further,  the 
income  statistics  tend  to  underestimate  incomes,  particularly  from  such  sources  as 
government  transfers  and  investment. 

The  size  of  the  poor  population  depends  on  the  particular  definition  of  poverty  which  is 
adopted.  For  example,  using  the  Family  Benefits  poverty  standard,  something  in  the  order 
of  16  percent  of  Ontario  family  units  (including  unattached  individuals)  are  found  to  have 
been  poor  in  1973  and  if  the  Canadian  Council  on  Social  Development  poverty  level  is  used 
the  proportion  is  25  percent.  In  fact,  the  aggregate  dollar  poverty  gap,  using  the  Canadian 
Council  definition,  is  about  2lk  times  as  great  as  when  the  Family  Benefits  definition  is 
used:  a  poverty  definition  equal  to  the  Family  Benefits  standard  produces  an  estimated 
1973  Ontario  aggregate  dollar  poverty  gap  of  about  $511  million  and  application  of  the 
Canadian  Council  on  Social  Development  definition  produces  an  aggregate  dollar  poverty 
gap  of  roughly  $1,274  million.  The  average  poverty  gap  per  family  unit  is,  respectively, 
$1,122  and  $1,800. 
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ALTERNATIVE  POVERTY  LINES 
1975 


Social  Planning 

Council  of 

Metropolitan 

Toronto 

4.500 

5,800 

7.500 

8,600 

10.300 

11.300 

Canadian 

Council  on 

Social 

Development 

3,687 

5,347 

6,821 

8,112 

9,070 

9,950 

Statistics 

Canada 

3,457 

5,013 

6,396 

7,606 

8,503 

9,334 

F  amily 

Benefits 

Allowance 

2,280 

4,056 

4,680 

5,232 

5,784 

6,336 

Family 

Size 

1 - 

1 

2 

3 

4 

5 

6  or  more 
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NOTE:  for  Derivation  of  poverty  lines  see  Appendix  A. 


Restricting  attention  to  a  definition  of  poverty  based  on  the  level  of  Family  Benefits,  it  is 
interesting  to  observe  the  composition  of  the  resulting  poverty  estimates.  The  first  notable 
point  (evident  from  Table  3)  is  that,  although  a  very  high  percentage  of  aged  single 
persons  and  families  headed  by  an  aged  person  is  poor,  the  average  poverty  gap  is 
considerably  lower  among  the  aged  than  among  the  rest  of  the  population.  This 
phenomenon  reflects  the  fact  that  Social  Security  has  directed  a  considerable  amount  of 
attention  to  the  aged.  If  assets  are  also  taken  into  account,  the  position  of  the  aged  poor 
relative  to  the  rest  of  the  poor  would  probably  appear  even  more  favorable.  This  suggests 
that  more  attention  should  be  directed  in  the  future  towards  poor  families  that  are  headed 
by  relatively  younger  persons. 

Another  point  of  considerable  interest  emerges  from  Table  4.  This  table  compares 
families  and  unattached  individuals,  according  to  their  major  source  of  income:  earnings, 
transfer  payments  or  some  other  source,  with  “major  source”  of  income  being  defined  as 
that  source  which  yields  the  largest  absolute  amount  of  income.  These  data  suggest  that 
there  are  substantial  numbers  of  family  units  who  are  poor  and  whose  major  source  of 
income  is  earnings.  In  some  cases  these  families  are  worse  off  than  comparable  families 
who  depend  upon  transfer  payments  as  their  major  source  of  income.  This  suggests  that  a 
substantial  number  of  poor  families,  who  rely  primarily  on  wages,  are  not  being  adequately 
assisted  by  existing  transfer  programs. 

The  discussion  of  poverty  to  this  point  has  focussed  on  issues  which  relate  to  the 
distribution  of  generalized  purchasing  power— income  or  wealth.  The  Ontario  community, 
of  course,  may  not  be  solely  concerned  with  inequality  in  the  distribution  of  generalized 
purchasing  power.  The  fact  that  day  care  subsidies,  subsidized  medical  premiums  and  rent 
subsidies  are  paid,  rather  than  their  cash  equivalents,  perhaps  indicates  that  there  is  a 
concern  with  the  distribution  of  these  goods  and  services,  quite  apart  from  the  distribution 
of  generalized  purchasing  power.  If  so,  this  discussion  of  poverty  would  have  to  be  modified 
to  take  account  of  socially  accepted  minimum  consumption  levels  of  particular  goods  and 
services,  in  addition  to  resources  and  minimum  needs.  The  mere  existence  of  an  in-kind 
transfer,  however,  does  not  necessarily  mean  a  community  preference  for  it:  an  in-kind 
subsidy  may  be  a  second  best  policy,  which  is  used  only  until  something  better  can  be 
found.  This  issue  will  be  set  aside  for  the  moment  and  in-kind  transfers  will  be  treated  as 
equal  to  their  money  equivalents.  The  issue  of  subsidies  in-kind  will  be  discussed  further  in 
the  section  on  social  security  reform. 
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AVERAGE  POVERTY  GAP  AND  POVERTY  RATIO  BY  FAMILY  TYPE 

AND  AGE  OF  HEAD,  ONTARIO,  1973 
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SOURCE:  Computed  from  the  Survey  of  Consumer  Finances  1974  (1973  incomes). 

KEY:  1st  Row:  Percentage  of  Poor  Family  Units 

2nd  Row:  Average  Poverty  Gap 

3rd  Row:  Poverty  Ratio  (i.e.  percentage  of  families  below  the  poverty  line) 
NOTE  Vindicates  that  sample  size  in  the  particular  cell  is  smaller  than  100. 
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III.  SOCIAL  SECURITY  EXPENDITURE  TRENDS 


Despite  considerable  spending  on  income  transfers  one  of  the  major  challenges  to  policy 
makers  is  the  persistence  of  unchanged  income  inequality  and  poverty. 

In  1971,  19  percent  of  aggregate  federal,  provincial  and  local  government  expenditure 
was  made  on  social  security.4  The  trend  of  social  security  spending,  furthermore,  has  been 
upwards.  Over  the  period  1950  to  1973,  the  aggregate  of  federal,  provincial  and  local 
expenditure  on  social  security  rose  from  3.5  percent  to  7.5  percent  of  the  Gross  National 
Product.5  As  illustrated  in  Table  5,  over  $2.6  billion  was  spent  on  selected  social  security 
programs  by  the  three  levels  of  government  in  Ontario  alone  during  the  fiscal  year 
1974-1975. 

Poverty  persists  in  spite  of  these  very  substantial  expenditures.  It  has  already  been 
noted  that,  using  maximum  Family  Benefits  as  the  poverty  standard,  an  aggregate  dollar 
poverty  gap  of  $511  million  was  estimated  in  1973  in  Ontario. 

The  magnitude  of  poverty  in  the  face  of  heavy  social  security  spending  is  due  to  the 
primary  fact  that  many  social  security  income  transfers  are  only  partly  directed  at  the 
poor.  Two  of  the  most  important  social  security  expenditure  programs  are  federal 
government  Old  Age  Security  and  Family  Allowances. 

In  1973  Old  Age  Security  and  Guaranteed  Income  Supplement  expenditures  in  Ontario 
totalled  about  $1  billion.  Of  the  reported  $896.5  million  in  the  Survey  of  Consumer 
Finances,  only  50  percent,  according  to  our  estimates,  resulted  in  poverty  gap  reduction. 
That  is,  in  the  absence  of  OAS/GIS  payments,  the  Ontario  aggregate  dollar  poverty  gap 
would  have  which,  because  it  is  income  tested,  is  known  to  be  much  more  effective  in  terms 
of  eliminating  poverty,  the  effectiveness  of  OAS  alone  is  probably  lower  than  these 
numbers  indicate. 

The  same  kind  of  experiment  applied  to  the  case  of  Family  Allowances,  produces  similar 
but  more  extreme  results.  In  1973  about  $330  million  of  federal  Family  Allowances  were 
paid  to  Ontario  residents.  Of  the  reported  $237  million  in  the  Survey  of  Consumer  Finances 
only  8  percent,  according  to  our  estimates,  resulted  in  poverty  gap  reduction. 

Too  much  must  not  be  claimed  for  these  numbers,  but  the  point  clearly  emerges  even  if 
they  are  in  error  by  a  considerable  margin:  a  large  proportion  of  social  security  spending, 
particularly  through  federal  government  programs,  is  not  exclusively  to  the  advantage  of 
the  poor  but  is  also  to  the  advantage  of  middle  and  upper  income  groups.  This  should  solve 
at  least  part  of  the  mystery  surrounding  the  seeming  inability  of  society  to  defeat  poverty, 
despite  its  “great”  efforts;  other  factors  may  also  be  at  work,  but  the  fact  that  a  large 
portion  of  social  security  spending  is  clearly  not  intended  for  the  poor  accounts  for  a  major 
portion  of  program  “ineffectiveness”. 

Only  certain  expenditure  programs  have  been  discussed.  If  the  examination  were 
widened  to  include  such  other  items  as  tax  deductions  or  tax  exemptions,  it  would  not  be 
difficult  to  find  programs  which  parallel  OAS  and  Family  Allowances,  and  which  are  much 
less  effective  in  terms  of  reducing  poverty.  For  example,  old  age  exemptions  and 
dependents  deductions  in  the  personal  income  tax  could  be  considered;  these  tax 
expenditures  in  fact,  are  distributed  perversely,  with  the  rich  getting  more  and  the  less 
well  off  families  receiving  less. 
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IV.  PROGRAMS  AND  ISSUES 


The  present  social  security  system  includes  a  wide  range  of  programs  introduced  at 
different  points  in  time.  They  were  evidently  introduced  under  the  pressure  of 
contemporary  concerns.  This  piecemeal  approach  to  problems  has  led  to  a  system  which 
may  lack  the  necessary  coherence  for  effective  and  efficient  operation. 

Programs  are  discussed  individually  below,  but  it  should  be  emphasized  that  the 
relationship  among  the  various  programs  is  of  critical  importance:  families  and  individuals 
may  receive  benefits  from  more  than  one  program  at  a  time  and,  therefore,  such  issues  as, 
for  example,  the  adequacy  of  work  incentives  cannot  be  fully  discussed  by  the  isolated 
analysis  of  individual  programs.  The  whole  range  of  programs  must  be  examined. 

Indeed,  it  is  sometimes  contended  that  one  of  the  major  problems  of  social  security  is  the 
multiplicity  of  programs  per  se;  a  lack  of  reasonable  intergration  or  co-ordination  can  make 
it  difficult  for  the  poor  to  secure  the  assistance  for  which  they  are  eligible. 

At  the  level  of  the  system  as  a  whole,  social  security  should  reduce  poverty  equitably  in 
a  manner  that  minimizes  undesirable  behavioral  side  effects.  The  entire  system, 
furthermore,  should  be  judged  by  the  amount  of  dollar  poverty  gap  eliminated  in  relation 
to  the  amount  of  money  transferred.  Which  individual  dollar  poverty  gaps  are  reduced, 
and  to  what  extent,  ought  to  meet  recognized  standards  of  horizontal  and  vertical  equity. 

In  the  case  of  horizontal  equity,  for  example,  individuals  and  families  who  are  equally 
poor  should  receive  the  same  amount  of  income  assistance,  irrespective  of  the  reason  for 
their  poverty  (i.e.  unemployment,  low  wages,  sickness,  etc,). 

In  the  case  of  vertical  equity,  the  poorest  individuals  and  families  should  receive  more 
income  assistance  than  those  who  are  less  poor. 

The  question  of  undesirable  behavioral  side  effects  (e.g.  reduced  work  effort  or  saving)  is 
no  less  a  normative  matter  than  the  equity  goals  we  have  expressed.  It  is  the  Council’s 
view,  however,  that  there  is  a  broad  consensus  in  the  community  concerning  possible 
undesirable  behavioral  effects.  These  s^e  effects  include  transfer  induced  reductions  in 
work  effort  on  the  part  of  either  unattached  individuals  or  household  heads  who  do  not 
have  child  rearing  responsibilities  and  have  not  reached  the  normal  age  of  retirement,  as 
well  as  reduced  saving  for  retirement  and  the  splitting  of  families  into  smaller  groupings 
solely  for  the  purpose  of  gaining  larger  transfers  of  income. 


Social  Assistance:  Family  Benefits,  General  Welfare  Assistance 

Social  assistance  is  designed  to  cope  with  specific  types  of  poverty,  such  as  experienced 
by  the  disabled,  the  blind  or  mothers  raising  children  alone.  It  is  administered  either  by 
the  provinces  or  the  municipalities.  The  financial  responsibility  is  shared  by  the  federal, 
provincial  and  municipal  governments. 

Family  Benefits  are  administered  directly  by  the  Province.  This  program  provides 
allowances  on  a  monthly  basis  to  individuals  likely  to  be  in  need  for  extensive  periods  of 
time.  In  1973  the  program  cost  $158  million.  Its  costs  are  shared  equally  by  the  provincial 
and  federal  governments. 
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General  Welfare  Assistance,  on  the  other  hand,  provides  weekly  or  monthly  allowances 
to  meet  short  term  needs.  This  program  cost  $117  million  in  1973.  Costs  are  shared  by  the 
Federal,  the  Provincial  and  the  Municipal  Governments  in,  respectively,  the  proportions  of 
50  percent,  30  percent  and  20  percent. 

Both  programs  are  categorical  in  nature — they  restrict  eligibility  for  assistance  on 
grounds  other  than  inadequate  income  or  poverty.  In  addition  to  passing  a  test  which  takes 
account  both  of  current  income  and  net  assets,  persons  eligible  for  Family  Benefits  must 
either  be  single  parents  with  dependent  children,  blind,  disabled,  or  aged.  Persons  eligible 
for  General  Welfare  Assistance  include  those  eligible  for  Family  Benefits — as  cited 
above — and,  in  addition,  unemployed  or  partially  employed  persons  actively  seeking 
full-time  work  and  single  persons  or  mothers  with  dependent  children  who  are  unemployed 
because  they  are  attending  public  or  high  school. 

Social  assistance  programs  have  been  criticized  on  two  main  grounds — they  exercise  a 
substantial  work  disincentive  and,  further,  they  leave  a  substantial  number  of  the  poor 
uncovered.  A  third  criticism,  that  is  heard  less  often,  is  the  differential  treatment  accorded 
to  short  term  recipients  of  social  assistance  as  opposed  to  the  long  term  recipients  in  terms 
of  the  amount  of  aid  offered,  the  stringency  of  net  asset  tests,  and  the  like. 

Table  6  reveals  that  few  recipients  of  Family  Benefits  can  be  considered  as  employable 
on  a  full-time  basis.  For  example,  in  March  of  1973,  44  percent  of  Family  Benefit  recipients 
were  mothers  with  dependent  children.  Similarly  in  the  case  of  General  Welfare 
Assistance,  over  two-thirds  of  the  recipients  are  classified  as  unemployable.  These  data 
suggest  that  for  many  welfare  recipients  the  issue  of  work  incentives  is  probably  not 
particularly  important.  Nevertheless,  the  Council  feels  that,  over  some  modest  range  of 
earnings,  a  work  incentive  for  persons  with  low  current  employability,  but  perhaps 
greater  eventual  employability,  is  appropriate  as  a  means  of  preserving  work  skills  and 
encouraging  contact  with  the  larger  community. 

Under  existing  social  assistance,  for  example,  a  single  person  can  earn  up  to  $50  a  month 
or  a  mother  with  three  children  can  earn  up  to  $100  a  month  without  any  reduction  in  their 
social  assistance  benefit  —  treatment  not  ungenerous  in  relation  to  the  situation 
confronting  low  wage  earners  who  are  not  in  receipt  of  social  assistance.  For  every  dollar 
earned  above  these  amounts,  however,  75  cents  is  subtracted  from  social  assistance 
benefits.  The  problem  is  compounded  because,  in  addition  to  the  high  tax  rate  imposed  on 
earnings  above  the  levels  indicated  —  a  tax  rate  is  implicit  in  the  reduction  of  benefits — 
there  is  an  incentive  to  leave  the  work  force.  This  is  all  the  greater  because  of  the  relatively 
generous  level  of  maximum  social  assistance  payments — generous,  for  example,  in  relation 
to  full  employment  earnings  at  the  minimum  wage  rate.  In  a  real  sense,  employable 
persons  are  confronted  with  an  either/or  situation — work  or  welfare — with  very  little  in 
between. 

Table  7  illustrates  the  social  assistance  dilemma  posed  today:  maximum  General  Welfare 
Assistance  falls  short  of  some  poverty  lines  cited  earlier  but  is  higher  than  the  level  of 
minimum  wage  earnings  for  certain  classes  of  recipients.  The  resulting  difficulties  are 
obvious.  With  low  wage  rates  and/or  intermittent  employment,  it  is  possible  for  some 
families  to  be  better  off  on  welfare.  For  example,  a  family  that  consists  of  a  head,  a  spouse 
and  two  children  aged  8  and  12  respectively,  could  be  better  off  on  welfare  even  if  the  head 
were  earning  wages  at  a  rate  which  are  somewhat  above  the  legal  minimum. 
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RECIPIENT  UNITS  OF  SOCIAL  ASSISTANCE  BY  CASE 
CLASSIFICATION,  MARCH  1973 
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SOURCE:  Ministry  of  Community  and  Social  Services,  42nd  Annual  Report  —  Statistical  Supplement,  March  1973. 
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FAMILY  BENEFITS,  GENERAL  WELFARE  ASSISTANCE  AND  GAINS  ALLOWANCE, 

MAY,  1975 
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♦Allowance  equals  ordinary  needs  allowance  plus  maximum  shelter  allowance. 


This  raises  an  immediate  question  as  to  why  people  with  incomes  which  fall  in  the 
General  Welfare  Assistance  subsidy  range  do  not  apply  for  and  receive  assistance.  The 
explanation  is  not  entirely  clear. 

At  least  three  factors  may  account  for  this  seeming  paradox:  1)  many  single  persons  or 
families  do  not  qualify  because  of  the  level  of  their  net  assets:  unless  individuals  draw  their 
assets  down  to  below  the  maximum  levels  specified  by  welfare  regulations  they  do  not 
qualify;  2)  the  stigma  of  welfare  assistance  may  prevent  persons  who  pass  both  the  asset 
and  income  test  from  applying  for  assistance;  3)  according  to  the  regulations  persons  in  full 
time  employment  are  not  normally  eligible  for  General  Welfare  Assistance,  irrespective  of 
their  income  or  net  asset  levels. 

The  same  reasons  apply  to  Family  Benefits,  with  the  added  consideration  that  this 
program  is  not  available  to  families  with  a  head  who  is  unemployed  but  judged  able  to 
work.  ’ 

The  implication  of  all  of  this,  in  the  Council’s  view,  is  that  the  income  derived  from  work 
—transfers  plus  wages— must  be  increased  relative  to  the  income  available  by  not  working 
at  all.  The  treatment  of  persons  under  existing  social  assistance  programs  is  not 
ungenerous  when  considered  in  relation  to  minimum  wage  earnings,  though  the  Council 
agrees  that,  relative  to  some  notions  of  what  constitutes  poverty,  they  are  meagre  enough. 
It  is  clear  that  the  maximum  level  of  benefits  under  these  programs  cannot  and  should  not 
be  reduced.  The  alternative  is  to  make  some  form  of  income  assistance  available  to  persons 
who  are  in  full-time  or  near  full-time  employment  and/or  to  increase  the  level  of  wage 
earnings,  for  example,  through  the  increased  productivity  of  the  labour  in  question. 


GAINS 

In  July  1974,  the  Government  of  Ontario  established  a  Guaranteed  Annual  Income 
System  (GAINS)  to  increase  income  support  to  the  disabled  and  the  blind  and  to  persons  65 
years  of  age  or  over.  The  maximum  benefit  level  of  GAINS  in  May  1975,  was  $2,880  for 
single  persons  and  $5,760  for  couples.  Benefits  paid  by  GAINS  equal  the  difference 
between  these  specified  guarantee  levels  and  any  income  that  the  person  may  receive  from 
Old  Age  Security,  the  Guaranteed  Income  Supplement,  Family  Benefits,  other  transfers  or 
private  income.  The  tax  rate  on  earnings  under  the  GAINS  program  is  thus  100  percent. 
However,  this  probably  does  not  create  any  serious  work  disincentive  effect  since  the 
beneficiaries  of  GAINS  are,  on  the  whole,  unable  to  work  or  are  not  expected  to  work. 

Anomalies  appear  to  exist  between  the  GAINS  program  and  Family  Benefits.  First, 
GAINS  established  the  level  of  the  income  guarantee  or  maximum  benefits  for  couples  at 
twice  the  level  for  single  persons,  compared  with  a  ratio  in  the  case  of  Family  Benefits  of- 
about  1.3.  It  is  difficult  to  rationalize  this  difference.  Most  budgetary  studies  suggest  that 
economies  are  possible  for  larger  households— that  for  example,  two  person  families 
require  less  than  twice  the  income  of  a  one  person  family.  Second,  there  is  a  difference 
between  the  two  programs  in  the  level  of  assistance  for  single  persons.  A  single  GAINS 
recipient  may  receive  $2,880  per  annum  whereas  the  corresponding  amount  for  a  single 
Family  Benefit  recipient  is  $2,280.  Third,  GAINS  does  not  take  net  assets  into  account 
when  computing  benefits.  Why  should  there  be  this  difference  between  the  two  programs? 
All  of  these  differences  are  difficult  to  defend  if,  as  suggested  in  this  regard,  horizontal 
equity  should  be  a  policy  objective. 
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Table  8  compares  assistance  for  Family  Benefits,  General  Welfare  Assistance  and 
GAINS.  The  Council  knows  of  no  convincing  argument  in  support  of  these  differentials.  It 
is  difficult  to  say  what  impact  this  has  in  terms  of  further  isolating  unemployed  persons 
from  the  labour  market;  feigned  or  imagined  disability  can  be  exploited  as  a  means  of 
gaining  access  to  the  higher  Family  Benefits  assistance  by  those  persons  who  would 
otherwise  only  qualify  for  the  lower  General  Welfare  Assistance. 


Minimum  Wages 

The  view  is  widely  held  that  the  major  objective  of  minimum  wage  legislation  is  to  avoid 
poverty  among  low  skilled  workers.  Ontario’s  first  minimum  wage  legislation,  introduced 
in  1920,  applied  only  to  female  workers.6  The  level  of  the  minimum  wage  at  that  time  was 
set  on  the  basis  of  the  income  necessary  for  an  independent  single  woman  to  achieve  a 
minimum  decent  standard  of  living.  In  recent  years,  minimum  wages  in  Ontario  have 
increased  at  about  the  same  rate  as  average  weekly  wages  and  salaries.7 

Allusion  has  already  been  made  to  the  fact  that  full  time  employment  for  one  person  at 
the  minimum  wage  generates  a  non-poverty  level  of  income  only  in  the  case  of  unattached 
individuals.  (See  Table  6  above).  Larger  families,  where  members  work  full  time  at  the 
minimum  wage,  must  either  possess  property  income,  receive  transfers  or  have  more  than 
one  family  member  in  the  labour  force  to  exceed  the  poverty  level  of  income.  At  first 
glance  the  solution  to  this  problem  may  appear  simple  enough— raise  the  level  of  minimum 
wages.  Such  a  solution  neglects  the  relationship  between  total  employment  available  and 
the  level  of  minimum  wages  for  the  unskilled.  The  argument  is  that  minimum  wages 
contribute  to  higher  unemployment  and,  therefore,  redistribute  income  from  the 
unemployed  to  the  employed.  The  fact,  therefore,  that  the  current  level  of  minimum  wages 
is  not  adequate  for  families  does  not  necessarily  call  for  a  higher  legal  minimum.  In 
addition,  minimum  wages  are  less  flexible  than  income  transfer  schemes:  minimum  wages 
cannot  take  into  account  such  specific  family  needs  as  the  number  of  children,  and,  of 
course,  do  nothing  to  help  self-employed  persons  who  are  poor. 


Day  Care 

The  increasing  participation  of  mothers  in  the  labour  force  8  has  brought  the  question  of 
public  day  care  onto  the  platform  of  public  discussion.  Labour  force  participation  of 
women,  even  those  with  very  young  children,  is  substantial:  36  percent  of  Ontario  women 
between  the  age  of  20  and  54  and  having  at  least  one  child  2-5  years  of  age  participated  in 
the  work  force  in  1973.9 

A  continuing  upward  trend  in  the  participation  of  women  in  the  labour  force  makes  it 
clear  that  the  issue  of  day  care  is  likely  to  become  more  important  in  the  future. 
Government  involvement  can  be  of  two  sorts  —  regulation  of  day  care  operations  and/or 
subsidization  of  the  cost  of  providing  day  care  services.  Most  day  care  centres  and  nursery 
schools  now  are  privately  run.  Day  care  centres  are  licensed  by  the  Government  of  Ontario 
and  are  obliged  to  meet  minimum  standards  with  respect  to  child/staff  ratios,  health, 
nutrition,  fire  safety,  etc.  Of  the  estimated  43,000  places  in  nurseries  of  all  types  in  Ontario, 
about  one-third  are  available  to  parents  unable  to  pay  the  full  cost. 1 0  Many  day  care 
centres  are  operated  by  the  municipalities  who  may  recover  80  percent  of  any  deficit  from 
the  provincial  government. 
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“DISTRIBUTION  OF  CHILD  CARE  ARRANGEMENTS  FOR  PRE-SCHOOL 
CHILDREN  REPORTED  BY  MOTHERS  WORKING  JANUARY  -  OCTOBER  1973 
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SOURCE:  Statistics  Canada  “Preliminary  Report  on  Working  Mothers  and  their  Child  Care  Arrangements”. 


The  Secretary  for  Social  Development,  concerned  about  the  increasing  Costs  of  day  care 
in  Ontario,  has  proposed  certain  cost-saving  changes  in  the  present  regulations.  The 
proposal  suggested  relaxation  of  certain  fire  and  kitchen  regulations,  of  rules  governing 
qualification  for  staff  in  the  supplementary  after-school  programs  for  children  6  to  9  years 
old  and  an  increase  of  the  maximum  child-to-staff  ratios.  These  proposals  inspired  strong 
reaction  from  affected  parents,  mostly  single  parents.  Apparently  in  response  to  public 
reaction,  the  Advisory  Council  on  Day  Care  has  recommended  no  change  in  staff/child 
ratios. 1 1 

The  priority  of  the  Ontario  Government  has  been  to  provide  day  care  to  handicapped 
children  and  children  of  low  income  families.  Family  Benefits  and  General  Welfare 
Assistance  recipients  are  eligible  for  free  day  care.  Low  income  families  who  are  not  in 
receipt  of  benefits  from  social  assistance  are  charged  fees  according  to  their  gross  income 
and  estimated  budgetary  needs.  (A  more  detailed  calculation  of  the  day  care  fee  subsidies 
appears  in  Appendix  B). 

There  is  controversy,  though,  regarding  the  rationale  of  providing  day  care  to  these 
families  in  view  of  the  relatively  high  costs  involved.  On  an  annual  basis,  private  day  care 
centres  charge  about  $2,000  per  child.  Depending  on  the  number  of  children  in  a  family  and 
the  earning  power  of  the  head  and  spouse,  welfare  payments  may  be  a  less  costly  way  of 
aiding  the  poor  than  day  care  subsidies. 

There  is  also  the  issue  of  whether  or  not  the  public  sector  should  encourage  the  use  of 
day  care  centres  or,  alternatively,  provide  direct  cash  support  for  low  income  parents  and 
let  them  determine  the  best  type  of  care  for  their  children,  whether  that  be  in  the  charge  of 
relatives,  friends,  or  whatever. 

Organized  day  care  centres  now  account  for  only  a  small  percentage  of  the  total  number 
of  child  care  arrangements  (See  Table  9).  It  is  against  this  background  that  the  demand 
being  voiced  in  some  quarters  for  the  introduction  of  universal,  free,  institutional  day  care 
must  be  viewed.  Fully  93  percent  of  day  care  appears  to  be  provided  outside  formal  day 
care  centres  and,  presumably,  under  private  funding  arrangements.  The  potential  for  a 
shift,  to  institutional  day  care,  if  this  were  subsidized,  could  be  enormous. 

The  Council  feels  that  to  move  in  the  direction  of  universal,  free  day  care,  without 
careful  study  and  appreciation  of  the  financial  and  equity  aspects  involved,  would  be  a 
serious  mistake.1-  It  is  difficult  to  sustain  an  argument  for  day  care  subsidies  to  middle 
and  upper  income  groups  on  equity  grounds.  The  spectre  of  a  large,  open-ended 
expenditure  program  must  give  occasion  for  considerable  thought. 

Proposals  for  expanded  day  care  subsidies  for  the  poor  also  raises  many  questions.  This 
form  of  income  in  kind  is  not  necessarily  the  best  way  of  aiding  low  income  families.  A 
great  deal  more  information  about  the  costs  and  other  aspects  of  in-home  vs.  out-of-home 
care  is  needed  before  an  informed  judgment  can  be  made.  The  greater  flexibility  of  cash 
assistance  to  the  poor,  whether  for  day  care  or  some  other  purpose,  should  be  seriously 
considered  before  any  steps  are  taken  to  expand  day  care  subsidies. 

The  Council  knows  of  no  compelling  reason  to  move  ahead  in  the  direction  of  universal 
day  care  assistance  to  families  but  if  such  a  reason  exists  the  Government  of  Ontario  should 
consider  exploiting  the  flexibility  available  in  the  federal  Family  Allowances  and  should 
concentrate  these  payments  on  pre-school  children,  rather  than  erect  a  new  expenditure 
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program.13  Preliminary  calculations,  based  on  1973  Ontario  population  data  and  the 
current  levels  of  Family  Allowance  payments,  indicate  that  this  sort  of  restructuring  could 
raise  allowances  for  children  under  five  years  from  the  current  $265  per  year  to  about  $597 
per  year;  allowances  for  school  aged  children  would  have  to  fall  to  about  $159  per  year  to 
finance  this  increase. 


Public  Sector  Employment 

A  major  cause  for  low  income  among  the  working  population  is  that  their  employment  is 
intermittent.  This  may  be  the  result  of  general  economic  conditions  or  may  be  specific  to 
the  individual  concerned— such  as  a  lack  of  marketable  skills.  The  traditional  solution  to 
both  kinds  of  employment,  in  Canada  and  Ontario  has  fallen  outside  the  social  security 
area,  being  left,  respectively,  to  macroeconomic  policy  and  education  and  manpower 
training  programs.  In  recent  years,  however,  there  has  been  a  growing  tendency  in  policy 
planning  and  in  actual  programs  to  view  specially  created  public  sector  jobs  as  at  least  part 
of  the  answer  to  the  unemployment  problem.14  This  has  placed  the  question  of  job  creation 
through  public  sector  employment  squarely  in  the  social  security  area. 

There  are  a  number  of  direct  employment  programs,  most  of  which  are  sponsored  by  the 
federal  government.  They  include  Local  Initiatives  (LIP),  Local  Employment  Assistance 
(LEAP)  and  Opportunities  for  Youth  (OFY).15 

LIP  provides  funds  to  local  governments  and  private  non-profit  organizations  to  support 
projects  at  the  community  level.  LIP  activities  range  from  conservation  works  to  providing 
services  to  senior  citizens.  The  federal  government  covers  all  labour  costs  and  pays  other 
project  costs  up  to  a  maximum  of  17  percent  of  labour  costs.  In  1974-1975  LIP  projects  paid 
an  average  wage  of  $115  per  week.  Wage  rates  for  these  projects  typically  are  those 
prevailing  in  the  relevant  community  for  the  particular  type  of  skill  in  question. 

LEAP  operates  much  like  LIP  but  is  aimed  specifically  at  rehabilitation  of  the  long-term 
unemployed. 

OFY  provided  funds  to  voluntary  organizations  which  employ  students  in  projects  such 
as  clean-up  campaigns,  community  research,  urban  development  and  pollution  studies. 

To  this  list  of  federally  funded  and  operated  programs  can  be  added  Ontario’s  Direct 
Career  Action  Program;  this  is  a  youth  program  under  which  government  agencies  employ 
high  school  and  university  graduates. 

One  common  characteristic  of  these  direct  employment  programs  is  that  they  are  limited 
in  scale  and,  therefore,  do  not  offer  employment  to  all  of  the  unemployed.  The  other 
common  characteristic  is  that  they  pay  wages  at  a  level  generally  above  the  legal 
minimum.  Both  of  these  factors  create  considerable  horizontal  inequities. 

The  current  federal-provincial  social  security  review  gave  first  priority  to  employment 
as  a  means  of  achieving  income  security. 16  The  most  concrete  result  emanating  from  the 
review  in  the  area  of  employment  policy  is  the  establishment  of  a  “Community 
Employment  Strategy”  (CES).  This  apparently  will  consist  of  a  series  of  pilot  projects, 
located  in  various  communities  and  designed  to  test  ways  of  improving  the  co-ordination  of 
government  employment  programs  and  services. 
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It  is  not  clear  if  the  rather  more  grand  “Community  Employment  Program”  (CEP) 
discussed  at  the  outset  of  the  review  in  the  federal  governments’  Working  Paper  on  Social 
Security  in  Canada,  will  eventually  emerge  as  part  of  the  current  “Strategy”.  The  stated 
purpose  of  the  proposed  Program  was  .  .to  provide  socially  useful  employment  to  people 
who  have  been  unemployed  for  an  extensive  period  of  time,  either  by  reason  of  the  lack  of 
jobs  in  the  areas  in  which  they  might  reasonably  be  expected  to  look  for  work,  or  by  reason 
of  the  employability  of  the  people  concerned”. 

The  CEP  idea  is  obviously  still  experimental.  How  might  a  “Community  Employment 
Program”  differ  from  existing  direct  job  creation  programs?  One  possibility  for  major 
differentiation  exists  if  a  CEP  were  to  be  an  open-ended  direct  employment  scheme  —  if  at 
a  given  wage  the  CEP  were  prepared  to  employ  all  persons  who  offered  themselves  for 
work.  In  this  case  the  CEP  would  effectively  serve  as  an  employer  of  last  resort. 

The  possible  labour  market  implications  of  the  existence  of  a  program  such  as  this  are 
profound  and  disturbing.  It  takes  little  reflection  to  see  difficulties  arising  in  any  large 
scale  public  sector  direct  employment  program  in  which  wages  and/or  working  conditions 
are  superior  to  the  least  desirable  jobs  in  the  private  sector.  Less  obvious,  but  equally 
troublesome,  are  the  possible  implications  for  equity  via  labour  force  participation  in  these 
projects  by  second  family  wage  earners,  even  if  CEP  were  to  pay  only  the  statutory 
minimum  wage. 

The  Council  recognizes  the  possible  usefulness  of  limited  scale  Community  Employment 
Programs  as  a  means  of  extending  employment  to  the  chronically  unemployed  and 
disadvantaged.  Limited  scale  CEP’s  if  properly  designed,  probably  can  produce  socially 
useful  services,  may  contribute  to  the  employability  of  low  income  beneficiaries  in  the 
private  market  and,  by  attracting  social  assistance  recipients,  could  meet  part  of  their  cost 
through  the  resulting  reduction  of  social  assistance  payments.  However,  it  is  the  view  of 
the  Council  that  considerable  analysis  of  the  implications  for  the  effective  operation  of  the 
labour  market  of  large -scale  direct  public  employment  programs  should  be  undertaken  and 
that,  in  the  meantime,  public  sector  employment  should  be  kept  small  in  scale.  We  support 
the  cautious  approach  evidenced  in  the  recent  “Community  Employment  Strategy.” 

The  concept  of  CEP’s  should  not  be  explored  in  isolation  from  other  employment 
strategies.  It  should  be  examined  as  part  of  a  comprehensive  employment  strategy  aimed 
at  the  removal  of  work  disincentives  that  presently  exist  in  various  income  transfer 
programs  and  the  lessening  of  skill  barriers  to  employment  through  the  provision  of 
educational  opportunities  to  the  least  advantaged  members  of  our  community.  It  is  to  be 
hoped  that  the  recently  announced  Canada-Ontario  agreement,  in  respect  to  the 
developmental  phase  of  the  Community  Employment  Strategy  (CES)  pilot  projects,  will 
examine  these  aspects  of  employment  strategy  and  examine  the  equity  aspects  of  direct 
employment,  as  well  as  the  labour  market  effects  that  were  mentioned  above.17 


Medical  Subsidies 

Today  social  assistance  recipients  are  eligible  for  free  medical  and  hospital  insurance 
under  the  OHIP  plan.  This  plan  covers  most  costs  of  doctors  and  hospital  care.  The  value  of 
these  subsidies-in-kind  is  $132  per  year  for  single  persons  and  $264  per  year  for  married 
couples.  Expenses  for  drugs  prescribed  by  a  doctor  or  dentist  are  also  covered,  as  long  as 
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they  are  listed  in  the  Drug  Benefit  Formula.  Those  in  chronic  care  are  provided  with  their 
drugs  directly  by  the  Ministry  of  Health.  In  addition,  social  assistance  recipients  with 
dependent  children  are  entitled  to  free  dental  care  from  a  dentist  of  their  choice  for 
themselves  and  their  children.18 

All  Ontario  residents  65  years  of  age  and  over,  as  well  as  those  with  no  taxable  income, 
also  receive  free  OHIP  coverage.  Partial  OHIP  premium  assistance,  equal  to  half  the 
amount  of  the  premium  is  available  for  persons  whose  taxable  income  is  below  $1,000  or 
$2,000  in  the  case  of  families.19  The  Drug  Benefit  Program  provides  free  drugs  to  all 
persons  65  years  and  over  who  have  resided  in  Ontario  for  at  least  one  year.2^ 

While  these  medical  subsidies  are  likely  appropriate  in  the  case  of  the  poor,  it  is  difficult 
to  understand  why  they  should  be  handed  out  on  a  demographic  basis  to  all  the  aged.  A 
greater  degree  of  integration  between  income-tested  cash  transfers  and  these 
subsidies-in-kind  should  be  effected.21 

Rent-Geared-to-Income  Housing 

Subsidized  housing  is  provided  mainly  by  two  programs. 

The  Rent-Geared-to-Income  plan  is  administered  by  the  Ontario  Housing  Corporation.  It 
is  designed  to  provide  accommodation,  built  by  public  authorities,  for  low  income  families 
and  low  income  persons  60  years  of  age  or  older.  Rent  is  normally  based  on  up  to  25  percent 
of  the  gross  income  of  the  family  with  deductions  permitted  for  a  working  spouse  ($900  per 
year),  working  children  and  excluding  Family  Allowance  payments.22  The  three  levels  of 
government  share  the  cost  of  rent  subsidies  in  the  proportion  of  50  percent  federal,  42  Vz 
percent  provincial  and  llh  percent  municipal.22 

\ 

Under  the  Rent  Supplement  scheme  developers  or  landlords  are  subsidized  to  lease 
dwelling  units  to  persons  eligible  for  the  Rent-Geared-to-Income  plan. 

The  remarks  made  above  concerning  medical  subsidies  apply  to  these  in-kind  subsidies. 
In  addition,  in  this  case  it  is  worth  noting  that  the  equity  problem  is  exacerbated  because  of 
the  limited  supply  of  public  housing.  The  fortunate  few  occupy  subsidized  housing  while 
many  queue  in  the  hope  of  also  occupying  this  favoured  space. 
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V.  THE  TRANSFER  OVERVIEW 


Although  the  various  Ontario  social  security  programs  have  been  discussed  separately, 
it  is  important  to  keep  in  mind  the  earlier  observation  that  individuals  or  families  may 
benefit,  simultaneously,  from  several  programs.  The  best  way  of  seeing  the  implications  of 
this  is  to  consider  examples  of  the  way  in  which  the  system  may,  in  principle,  affect  persons 
in  various  circumstances.  Table  10  does  this  for  a  family,  comprised  of  an  occasionally 
employed  female  head  and  two  children,  one  under  nine  years  of  age  and  the  other  between 
ten  and  fifteen  years  of  age. 

It  is  important  to  be  fully  aware  that  this  is  an  example:  not  all  families  will  necessarily 
receive  the  treatment  described  here,  especially  insofar  as  day-care  or  rent-geared-to- 
income  housing  is  concerned,  even  though  they  may  be  eligible.  This  can  be  a  result  of 
limitations  on  the  supply  side. 

Assume  that  the  mother  in  this  example  has  no  income  at  all  and  qualifies  for  Family 
Benefits.  Further,  assume  that  the  family  has  been  fortunate  enough  to  be  admitted  to 
public  housing.  The  total  disposable  income  and  benefits  which  this  family  will  receive 
amount  to  about  $6,614  per  year  (see  Appendix  B  for  details). 

Now  assume  that  this  mother  finds  part-time  work  and  is  able  to  place  her  youngest  child 
in  a  subsidized  day  care  centre.  As  her  earned  income  rises  to  $720  per  annum,  total 
disposable  income  goes  up  by  exactly  as  much.  The  level  of  Family  Benefits  payments  and 
rent  subsidy  are  not  reduced  in  light  of  these  earnings  and,  in  addition,  the  mother  receives 
fully  subsidized  part-time  day  care  benefits  worth  $400  a  year.  The  total  of  the  family’s 
disposable  income  and  benefits  is  now  $7,734. 

With  a  further  rise  in  earned  income  of  $720,  disposable  income  goes  up  by  an  additional 
$540:  total  disposable  income  and  benefits,  counting  the  day  care  subsidy  as  a  benefit,  rises 
to  $8,674  per  annum.  Family  Benefits  payments  have  been  reduced  by  $180.  The  day  care 
subsidy  rises  to  reflect  payments  for  additional  weeks  of  care  as  the  mother  works  more 
weeks  (in  the  example,  at  an  unchanged  wage  rate).  The  rent-geared-to-income  subsidy 
remains  constant  as  long  as  the  mother  receives  Family  Benefits. 

A  further  increase  of  $720  in  earnings,  as  a  result  of  more  weeks  of  work,  nets  the  family 
only  $180  of  additional  disposable  income  because  Family  Benefit  payments  are  reduced 
now  by  $540.  The  effect  of  this  implicit  tax  is  largely  offset  by  the  increase  in  day  care 
subsidy,  which  goes  up  by  a  further  $400.  Family  disposable  income  and  benefits  now  total 
$9,254. 

It  is  instructive  to  examine  the  implicit  marginal  tax  schedule  on  the  mother’s  earnings 
in  the  range  0  -  $2,160.  At  first,  because  of  the  day  care  subsidy,  it  is  not  a  tax  at  all;  it  is  a 
subsidy:  the  mother  is  paid  to  work  an  amount  over  and  above  what  she  earns.  The  rate  of 
subsidy  starts  at  about  55  percent,  and  then  falls.  By  the  time  her  earnings  reach  $2,160, 
however,  the  marginal  subsidy  has  become  a  marginal  tax  of  19  percent. 

Additional  earnings  up  to  $3,600  incur  a  constant  marginal  tax  rate  of  19  percent.  At 
annual  earnings  of  $3,600  total  disposable  income  and  benefits  reaches  $10,414. 

$3,600  in  earned  income  constitutes  a  high  point  for  this  hypothetical  family.  Not  until 
earnings  have  risen  to  about  $9,360  will  disposable  income  and  benefits  exceed  that 
achieved  at  $3,600  of  earnings.  There  are  a  number  of  reasons  for  this  rather  peculiar  state 
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FAMILY  BENEFITS  ALLOWANCE  AND  OTHER  BENEFITS— 

THE  CASE  OF  A  MOTHER  WITH  TWO  CHILDREN  AGED  0-9  AND  10-15,  ONTARIO  1975 
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of  affairs.  First,  in  the  range  of  $3,600  -  $4,320  of  earned  income,  using  the  assumptions 
made  in  this  example,  the  mother  would  become  employed  full-time.  This  means  that  the 
Family  Benefits  Allowance  would  be  cut  off. 

This  is  the  most  important  factor  because,  in  effect,  it  implies  an  enormous  level  of 
taxation  on  any  additional  earnings.  In  fact,  it  amounts  to  a  rate  of  several  hundred 
percent.  Second,  subsidized  OHIP  premiums  are  drastically  reduced.  Third,  as  the  $4,320 
level  of  earned  income  is  approached  the  mother  becomes  a  positive  income  taxpayer. 
Fourth,  for  earnings  beyond  $4,320,  day-care  and  rent-geared-to-income  subsidies  are 
reduced  from  their  approximate  maximum  levels. 

These  last  two  factors  combine  to  produce  a  marginal  tax  rate  of  about  75  percent  after 
the  enormous  discontinuity  created  in  the  marginal  tax  schedule  when  the  Family  Benefits 
cut-off  has  been  passed. 

Three  considerations  are  relevant.  First,  transfers  and  in-kind  subsidies  to  a  substantial 
total  value  may  accrue  to  some  few  persons.  Regarded  individually  each  transfer  may  seem 
small,  but  their  combined  level  of  benefits  can  be  considerable.  This  is  not  to  suggest  that 
all  social  assistance  recipients  are  fortunate  enough  to  get  into  rent-geared-to-income 
housing,  for  example;  they  are  not,  but  if  the  inconsistency  of  this  policy  were  removed  and 
similar  benefits  extended  to  all  qualified  persons  this  would  be  the  general  result.  The 
same  is  true  of  day  care  subsidies.  Second,  the  combined  marginal  tax  rates  of  the  several 
transfers,  in-kind  subsidies  and  income  taxes  can  be  very  high  and  sometimes  are  in  excess 
of  100  percent.  Third,  transfers  and  subsidies  in-kind  overlap  into  ranges  of  income  where 
income  taxes  are  payable.  This  is  clearly  a  problem  of  program  coordination:  either  income 
taxation  begins  at  too  low  a  level  of  income  or  transfers  and  subsidies  are  paid  at  too  high  a 
level  of  income. 
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VI.  SOCIAL  SECURITY  REFORM 


In  the  Council’s  view  there  are  four  main  aspects  to  the  reform  of  the  Ontario  social 
security  system.  First,  there  is  a  need  to  create  some  form  of  income  transfer  program  to 
support  the  working  poor.  Second,  it  is  important  to  rationalize  the  cash  benefits  available 
under  General  Welfare  Assistance,  Family  Benefits,  and  GAINS.  Third,  housing,  day  care 
and  medical  premium  subsidies  should  be  fully  integrated  into  cash  support  payment 
schemes.  Fourth,  all  of  the  first  three  changes  need  to  be  accomplished,  insofar  as  possible, 
by  reallocating  existing  expenditures. 

It  seems  probable  that  the  federal-provincial  social  security  review  will  recommend 
some  form  of  negative  income  tax  for  the  working  poor,  either  in  the  form  of  income  tax 
credits  or  as  a  self-contained  program.  The  Minister  of  National  Health  and  Welfare,  in 
fact,  has  gone  so  far  as  to  propose  a  financing  scheme  to  the  provinces.24 

It  is  the  view  of  the  Council  that  the  Government  of  Ontario  should  pursue  the  creation 
of  some  form  of  income  assistance  for  the  working  poor,  but  that  it  should  not  be  a  shared 
cost  program  such  as  the  federal  Minister  appears  to  be  proposing.*"  Rather,  it  should  be  a 
two  part  scheme  with  the  first  part  totally  financed  by  the  federal  government  and  the 
second  part  financed  totally  by  the  province.  The  first  or  federal  part  would  form  the  base 
program  and  would  be  designed  to  allow  the  provinces  to  supplement  it  or  to  integrate  it 
with  existing  categorical  assistance  programs  in  a  manner  which  does  not  raise  marginal 
tax  rates  to  levels  which  discourage  work.  Categorical  programs  —  Family  Benefits, 
General  Welfare  Assistance,  GAINS  or  their  equivalent  —  would  continue  to  be  financed  in 
the  present  proportions  with  50  percent  of  costs  paid  by  Ottawa  and  50  percent  paid  by  the 
provinces.  The  nature  of  the  proposed  arrangements  is  illustrated  in  Figure  1. 

The  objective  of  this  suggestion  is  to  secure  the  two  tiered  system  —  full  guaranteed 
income  and  income  supplement  —  favoured  by  the  federal-provincial  welfare  review, 
without  expanding  shared  cost  programs  or  involving  either  an  employability  or  an 
availability  of  employment  test. 

As  shown  in  Figure  1,  the  base  of  the  entire  system  is  provided  —  to  use  the  language  of 
the  federal-provincial  social  welfare  review  —  by  a  federally  funded  “income  supplement”. 
This  federal  supplement  would  have  two  main  features.  First,  it  would  possess  a  range  of 
exempted  income,  or  zero  tax,  sufficient  to  permit  a  provincial  income  supplement  to  be 
“layered”  on  top  without  resulting  in  high  marginal  tax  rates.  Second,  income  beyond  the 
exempted  range  would  be  subject  to  a  comparatively  low  tax  rate  of,  for  example,  33  1/3 
percent.  Depending  only  on  the  level  of  their  income,  all  Canadians  would  be  eligible  for  the 
federal  supplement. 

The  provincial  income  supplement  would  apply  over  all  or  some  portion  of  the  exempted 
income  range  of  the  federal  program.  The  provincial  supplement  would  also  have  a  low  tax 
rate,  and  again  depending  only  on  their  income  levels,  would  be  available  to  all  provincial 
residents. 

Last,  the  reformed  provincial  categorical  program  —  the  full  “guaranteed  income 
program”,  in  the  language  of  the  federal-provincial  welfare  review  —  would  be  “layered” 
on  top  of  the  two  income  supplements.  However,  in  this  case,  eligibility  for  assistance 
would  depend  on  net  assets,  age  and  marital  status  as  well  as  on  income.  The  tax  rate  in 
this  case  would  be  high  relative  to  that  of  the  income  supplement,  perhaps  75  percent. 
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FEDERAL-PROVINCIAL  INCOME  SUPPLEMENTATION  SCHEME 
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CATEGORICAL 

PROVINCIAL 

PROGRAMS 


What  is  the  rationale  for  this  proposal?  First,  it  is  clear  from  our  discussion  of  social 
assistance  that  the  working  poor  do  not  receive  equitable  treatment  as  compared  with 
social  assistance  recipients.  At  the  same  time,  these  programs  create  a  considerable 
disincentive  to  work  effort  or  saving  as  a  consequence  of  the  combination  of  high  marginal 
tax  rates  and  relatively  large  maximum  benefits.  Income-tested  aid  given  to  persons  while 
they  remain  fully  employed  would  help  to  reduce  both  the  inequity  and  the  work  or  saving 
disincentive.  The  Council  has  concluded  that  there  is  a  need  for  a  form  of  negative  income 
tax  type  arrangement  for  the  working  poor. 

It  was  noted  in  Section  II  that  poverty  standards  depend  on  the  general  standard  of 
living  of  the  community  in  which  a  family  resides.  What  constitutes  poverty  will  vary 
between  British  Columbia  and  Newfoundland,  for  example,  in  accordance  with  income 
differences  in  these  provinces. 

This  suggests  that  income  support  in  different  provinces  should  be  different  —  an  end 
that  can  be  achieved  through  differing  provincial  income  supplements  and  differing  levels 
of  categorical  payments.  If  provincial  governments  bear  the  full  cost  of  the  differential  they 
will  be  encouraged  to  establish  supplement  levels  which  are  related  to  the  general  level  of 
incomes  in  their  communities.  Further,  the  Government  of  Ontario  would  be  well  advised 
to  resist,  to  the  degree  possible,  entry  into  programs  which  involve  reduced  freedom  of 
action  to  effect  provincial  priorities,  including  the  timing  of  the  introduction  of  a  provincial 
supplement.  A  dual  federal-provincial  income  supplement  would  avoid  this  difficulty. 

The  relationship  between  reformed  categorical  programs  and  the  dual  federal-provincial 
income  supplement  is  of  considerable  importance.  Most  of  the  discussion  that  has  taken 
place  during  the  federal-provincial  review  has  centred  on  an  employability  test,  designed 
to  establish  those  for  whom  reformed  categorical  assistance  should  be  available.  More 
recently  the  federal  minister  has  spoken  of  an  employment  availability  test.26 

Both  of  these  kinds  of  tests  would  be  administratively  difficult.  It  would  seem  preferable 
to  found  any  distinction  on  a  more  objective  criterion:  such  a  criterion  is  available  in  a  joint 
age,  marital  status  of  family  head  and  net  asset  test. 

The  reason  for  testing  age  and  marital  status  would  be  to  rule  out  young  persons 
splitting  off  from  their  families.  For  example,  eligibility  for  categorical  assistance  could  be 
restricted  to  persons  twenty -five  years  and  over,  or  married  with  dependent  children.  The 
net  asset  test  could  have  a  more  generous  exemption  than  presently  applicable  for  Family 
Benefits  or  General  Welfare  Assistance.  However,  it  should  treat  assets  comprehensively 
or,  in  other  words,  include  not  only  financial  but  real  assets  as  well. 

Poor  persons  could  receive  the  income  supplement  alone  or  the  income  supplement  and 
reformed  categorical  assistance,  depending  on  their  age  and  marital  status.  Passage  from 
one  schedule  of  assistance  to  another  would  be  comparatively  simple.  For  example, 
individuals  or  families  who  qualified  for  categorical  assistance  for  three  months  of  the  year 
and  then  found  employment  which,  when  combined  with  the  income  supplement  would 
leave  them  better  off,  could  move  to  the  income  supplement  automatically.  Annual 
accounting  reconciliation  would  be  based  on  appropriately  weighted  combined  tax  rates 
and  benefits;  the  same  procedure  would  apply  for  movements  in  the  opposite  direction. 
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Existing  Ontario  categorical  cash  payments  would  be  rationalized  so  that  benefit  levels 
would  be  identical.  The  differential  treatment  accorded  to  General  Welfare  Assistance, 
Family  Benefits  and  GAINS  recipients  has  already  been  noted.  The  income  test  and  the 
joint  age/marital  status  and  net  assets  test,  described  above  would  be  retained  for  all  of 
these  programs.  Other  eligibility  criteria  for  categorical  assistance  could  be  eliminated. 

The  precise  effect  of  this  change  would  depend  on  the  exact  design  features  of  the 
reformed  programs.  However,  a  joint  age/marital  status  and  net  asset  test  would  tend  to 
imply  assistance  to  needy  persons  at  those  stages  of  the  life  cycle  at  which  net  assets  have 
not  yet  been  accumulated,  as  in  the  case  of  needy  young  families,  or  when  they  have  been 
run  down,  as  in  the  case  of  the  needy  aged.  There  will,  of  course,  be  other  unfortunate 
persons  (i.e.  the  disabled,  blind,  etc.)  who  may  not  accumulate  many  assets  over  their 
entire  lives;  obviously  they  will  be  assisted  as  well. 

The  objective  in  this  approach  is  to  avoid  the  administrative  nightmare  of  employability 
or  availability  of  employment  tests  and,  equally  important,  to  ensure  that  to  some 
considerable  extent  persons  rely  on  their  own  accumulated  resources.  Persons  who  are  not 
eligible  for  the  reformed  categorical  programs  would,  of  course,  be  eligible  for  income 
supplements,  provided  their  current  incomes  were  sufficiently  low. 

Housing,  medical  and  day  care  subsidies  would  disappear  as  such;  they  would  be 
completely  integrated  into  the  Ontario  income  supplement  or  categorical  assistance.  This 
could  be  accomplished  by  adjusting  the  level  of  the  cash  payments  appropriately  or, 
alternatively,  by  paying  vouchers  worth  a  given  amount  but  usable  only  for  the  purchase  of 
designated  goods  and  services.  This  kind  of  integration  would  establish  vertically  and 
horizontally  equitable  treatment  in  the  payment  of  these  subsidies. 

The  issue  of  in-kind  subsidies  was  raised  in  the  first  section  of  this  paper.  Wherever  it  is 
possible  the  Council  favours  cash  transfers  over  subsidies  in-kind.  This  view  is  based  on  the 
greater  administrative  flexibility  of  cash,  the  possibilities  of  abuse  through  the  sale  of 
vouchers  by  recipients  to  obtain  cash  and  the  superiority  of  cash  from  the  point  of  view  of 
the  recipients.  The  Council  recognizes  that  many  persons  may  not  share  this  view  and 
prefer  in-kind  subsidies  as  a  method  of  support  for  the  poor.  The  choice  between  these 
alternatives  is  less  important  than  the  issue  of  equity.  Whether  paid  as  in-kind  subsidies  or 
not,  it  is  of  fundamental  importance  that  these  subsidies  be  made  an  integral  part  of  the 
social  security  system  and,  as  cash  payments  are,  subjected  to  income  or  asset  testing. 
Table  11  illustrates,  utilizing  the  case  of  a  shelter  in-kind  subsidy,  one  method  by  which  this 
kind  of  integration  can  be  achieved.  It  should  be  noted  that  the  combined  marginal  tax  rate 
schedule  is  smooth,  a  marked  contrast  to  the  chaotic  combined  marginal  tax  schedule 
shown  in  Table  10  for  existing  programs. 

The  provincial  income  supplement,  in  this  example,  has  only  two  components,  one  cash 
and  the  other  a  housing  services  component.  Assume  that,  for  a  family  of  given  size  and 
composition,  the  ratio  of  cash  to  housing  services,  expressed  in  dollars,  is  3  to  1;  the  total 
transfer  is  computed  in  accordance  with  family  income  and  is  then  effectively  broken  into 
its  cash  and  housing  service  components;  the  housing  service  component  is  payable  in  the 
form  of  a  voucher  of  specified  value  which  may  only  be  used  to  pay  rent,  house  payments, 
house  repairs,  etc. 
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TABLE  11 


HYPOTHETICAL  INTEGRATED  CASH  SUPPLEMENT 
AND  HOUSING  SERVICES  SUBSIDY 


Annual  Family 
Earned  Income 

Cash  Supplement 

Housing 

Voucher 

Combined 

Marginal 

Tax  Rate 

(%) 

0 

$1,500 

$500 

_ 

$1,000 

$1,250 

$417 

33 

$2,000 

$1,000 

$334 

33 

$3,000 

750 

$250 

33 

$4,000 

500 

$168 

33 

$5,000 

250 

85 

33 

$6,000 

0 

0 

33 

33 


- 
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VII.  SUMMARY  AND  MAIN  POLICY  ISSUES 


1.  One  of  the  most  important  objectives  of  social  security  is  to  redistribute  income  in  cash 
or  kind  toward  lower  income  families  and  individuals.  In  effect,  this  means  raising  the 
incomes  of  those  at  the  bottom  of  the  income  scale  relative  to  those  further  up.  If  the 
cost  of  doing  this  is  financed  progressively,  the  dispersion  of  income  will  be  reduced, 
(see  page  1  in  text). 

2.  Poverty  or  resource  deficiency  is  a  relative  matter  which  depends  on  the  general 
standard  of  living  in  the  community  in  question.  The  extent  of  poverty  is  strongly 
conditioned  by  the  period  of  time  over  which  income  is  computed.  A  longer,  rather 
than  shorter,  view  of  poverty  seems  appropriate.  Furthermore,  net  assets  as  well  as 
income  should  be  taken  into  account  when  computing  poverty.  The  implication  for 
programs  designed  to  reduce  poverty  is  that,  depending  on  the  degree  of  maximum 
assistance  offered,  it  may  be  appropriate  to  base  amounts  paid  on  net  assets  as  well  as 
annual  income,  (see  page  5  in  text). 

3.  The  distribution  of  money  income  has  not  changed  much  in  Ontario  in  recent  years. 
The  share  of  money  income  going  to  those  at  the  bottom  of  the  scale  has  stayed  about 
constant:  the  bottom  20  percent  of  income  recipients  get  about  5  percent  of  total  money 
income,  (see  pages  3  -  5  in  text). 

4.  After  taking  existing  transfer  payments  into  account,  the  average  level  of  poverty  is 
less  for  families  with  older  heads  (even  though  the  rate  of  poverty  among  these 
families  is  higher).  This  brings  into  question  the  widely  held  belief  that  age  and 
poverty  are  synonymous  and  casts  doubt  on  the  desirability  of  extending  further 
transfers  and  in-kind  subsidies  only  on  the  basis  of  old  age.  In  addition,  many 
individuals  and  families,  who  do  depend  on  earnings  as  the  major  source  of  their 
income,  are  poor:  the  old  concept  that  if  you  worked  you  were,  by  definition,  not  poor 
can  no  longer  be  sustained  but  must  be  replaced  by  a  view  of  poverty  which  weights 
family  needs  against  family  resources,  irrespective  of  employment  status,  (see  pages  5 
-  9  in  text). 

5.  Fairly  massive  social  security  spending  —  about  $2.6  billion  by  all  three  levels  of 
government  in  Ontario  in  1973  —  has  not  succeeded  in  eliminating  poverty.  This 
relates  to  the  fact  that  a  large  portion  of  these  funds,in  particular  federal  government 
benefits,  are  directed  at  middle  and  upper  income  groups.  An  estimate  of  poverty  in 
Ontario  in  1973  shows  about  16  percent  of  family  units  as  being  poor.  Expressed  in 
terms  of  a  dollar  deficiency  or  poverty  gap  —  calculated  on  the  basis  of  Family  Benefits 
standards  —  this  amounts  to  about  %l/z  billion  of  poverty,  (see  pages  11  -  12  in  text). 

6.  Family  Benefits  and  General  Welfare  Assistance  programs  may  be  appropriate  for 
persons  who  cannot  work  but  they  are  inappropriate  for  the  employable  poor.  The 
reasons  for  this  are  implicit  tax  rates  which  are  too  high  (e.g.  75  percent),  and 
maximum  benefits  which  are  too  great  in  relation  to  full  time  minimum  wage  earnings. 
For  a  variety  of  reasons  it  is  not  desirable  to  lower  the  level  of  social  assistance  cash 
payments;  the  best  alternative,  therefore,  seems  to  be  to  increase  the  level  of  income 
associated  with  working,  either  by  encouraging  greater  skill  acquisition  by  the  poor  or 
by  means  of  income  transfers  for  the  working  poor  through  some  form  of  negative 
income  tax.  The  latter  programs  should  be  financed  insofar  as  possible  by  reallocating 
existing  expenditures,  (see  pages  13  -  18  in  text). 
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7.  General  Welfare  Assistance,  Family  Benefits  and  GAINS  possess  differences  in 
benefit  levels  and  conditions  which  are  difficult  to  justify.  The  Council  feels  that  an 
examination  of  the  reasons  for  these  differences  should  be  undertaken,  (see  page  18  in 
text). 

8.  Increasing  minimum  wages  is  not  likely  to  combat  poverty  effectively.  This  is  a 
consequence  of  the  fact  that  minimum  wages  may  overprice  some  labour  services  and 
so  render  them  unemployable.  In  addition,  minimum  wage  levels  cannot  take  account 
of  family  needs  and,  of  course,  do  nothing  to  aid  the  self-employed.  To  make  minimum 
wages  depend  on  family  needs  would  further  reduce  the  employability  of  individuals 
with  large  family  needs  and  would  exacerbate  the  employment  problem.  The 
self-employed  poor  would,  in  any  case,  require  income  transfers,  (see  page  19  in  text). 

9.  In-kind  day  care  subsidies  may  not  be  desirable.  However,  if  such  subsidies  are  paid, 
they  should  be  given  on  the  basis  of  a  sliding  scale  to  low  income  families  and  should 
be  fully  integrated  into  cash  transfer  payment  schemes.  This  is  equally  applicable  to 
rent  and  medical  care  subsidies.  The  practice  of  charging  below-market  rents  to  a 
select  few  should  be  stopped,  (see  pages  19  -  21  in  text). 

10.  Public  sector  “direct”  employment  should  be  very  limited  in  order  to  avoid  disrupting 
the  operation  of  labour  markets;  for  equity  ^reasons  it  should  be  concentrated  on  the 
poor  in  the  same  way  as  other  transfers.  Direct  employment  is  best  conceived  as  part 
of  an  overall  employment  strategy  which  removes  barriers  to  skill  improvement  and 
eliminates  work  and  saving  disincentives  implicit  in  various  transfer  programs,  (see 
pages  22  -  23  in  text). 

11.  The  Ontario  Government  is  advised  to  seek  the  establishment  of  a  dual 
federal-provincial  income  supplementation  or  negative  income  tax  scheme  for  the 
working  poor.  This  scheme  should  be  closely  co-ordinated  with  reformed  categorical 
assistance  measures  to  ensure  easy  movement,  for  persons  qualified,  between  the  two. 
(see  pages  29  -  33  in  text). 
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DISSENTING  COMMENT 


Social  Security  should  not  be  viewed  as  having  the  elimination  of  poverty  as  its  exclusive 
purpose.  Social  Security  provides  a  means  for  everyone  in  our  society  to  co-operate  to 
ensure  that  fundamental  needs  are  met  for  all.  Equity  of  contribution  should  be  guaranteed 
by  the  procedures  of  progressive  taxation. 

The  elimination  of  poverty  requires  many  programs  in  addition  to  social  security, 
particularly  programs  which  solve  the  problem  of  unemployment  in  our  technological 
society.  The  Council  proposals  would  maintain  a  demeaning  and  bureaucratic  means  test 
approach  which  is  totally  inappropriate  in  today’s  society. 

For  these  reasons,  I  support,  for  example,  the  elimination  of  OHIP  premiums  for 
everyone,  rather  than  only  for  persons  age  65  and  over  and  those  with  low  income,  as  at 
present.  Such  provisions  are  not  give-aways  of  government  resources  —  they  are 
payments  for  service. 

Similarily,  daycare  cannot  be  properly  provided  by  some  means  test  arrangement  which 
provides  the  poor  with  coupons  —  we  must  surely  establish  daycare  on  some  basis  or  bases 
which  meet  the  needs  of  our  society,  just  as  schools  do  for  older  children. 

I  reject  that  suggestion  that  minimum  wage  legislation  is  not  an  appropriate  tool  for 
coping  with  poverty.  Minimum  wages  should  simply  be  related  to  more  realistic 
assessments  of  needs,  like  those  set  out  by  the  Social  Planning  Council  of  Metropolitan 
Toronto  rather  than  the  inadequate  Family  Budget  Allowance  standards  used  in  the 
Council  study. 

In  addition  to  employment  opportunity,  and,  of  course,  support  by  right  and  with  dignity 
for  those  unable  to  work,  the  most  essential  anti-poverty  weapon  is  the  encouraged  and 
supported  right  to  organize  and  bargain  collectively,  an  item  not  mentioned  in  this  report. 

Lynn  R.  Williams 
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APPENDIX  A 

ALTERNATIVE  ESTIMATES  OF  THE  POVERTY  LEVEL,  1975 
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This  appendix  provides  a  brief  discussion  of  the  estimation  procedure  of  the  alternative 
poverty  lines  presented  in  Table  2  of  the  main  text. 

1.  Family  Benefits  Allowance:  The  level  of  allowances  under  the  Family  Benefits 
program  can  be  considered  as  an  approximation  of  the  revealed  social  preference  for  a 
minimum  necessary  income.  Poverty  lines  are  estimated  on  the  basis  of  the  allowance  for 
ordinary  needs  and  the  maximum  shelter  allowance.  These  are  shown  below  for  families  of 
various  size  and  composition. 


FAMILY  BENEFITS  ALLOWANCE,  MAY  1975 

Family  Size 

Family  Composition 

Ordinary 

Maximum 

Total 

Needs 

Shelter 

Allowance 

1 

1  Adult 

1,380 

900 

2,280 

2 

2  Adults 

2,496 

1,560 

4,056 

3 

2  Adults  and 

3,060 

1,620 

4,680 

1  child  over  16 

4 

2  Adults  and 

2  children  over  16 

3,552 

1,680 

5,232 

5 

2  Adults  and 

3  children  over  16 

4,044 

1,740 

5,784 

6 

2  Adults  and 

4  children  over  16 

4,536 

1,800 

6,336 

These  figures  do  not  include  related  benefits,  such  as  free  day  care  or  subsidized 
housing. 

2.  Statistics  Canada:  Statistics  Canada  first  developed  “low  income  cut-offs”  in  1961. 
There  has  been  much  confusion  concerning  these  “cut-offs”.  It  should  be  noted  that 
Canada  has  no  official  “poverty  lines”.  The  need  for  low  income  “cut-offs”  resulted  from  a 
continuing  demand  for  data  on  the  “low  income”  population.  “Low  income  cut-offs”  are 
determined  as  follows: 

“An  examination  of  family  expenditures  data  collected  from  a  sample  of 
approximately  2,000  spending  units  living  in  urban  centres  of  15,000  or  more  in 
population  showed  that,  on  average,  families  of  different  sizes  allocated  about  half  of 
their  income  to  expenditures  on  food,  shelter  and  clothing.  It  was  assumed  that 
where  expenditures  on  these  components  were  well  above  average,  that  is  where 
they  accounted  for  70  percent  or  more  of  family  income  available,  such  families 
might  be  in  straitened  circumstances.  They  would  have  little  “discretionary  income” 
left  after  expenditures  on  basic  essentials  or  income  to  pay  for  medical  care, 
education  of  children,  recreation  and  so  forth  or  for  savings.  The  expenditure  data 
suggested  that  a  single  person  with  an  income  below  $1,500,  a  family  of  two  with  less 
than  $2,500,  and  families  of  three,  four,  five  or  more  with  incomes  of  less  than 
$3,000,  $3,500,  or  $4,000,  respectively,  had  such  expenditure  patterns.  The  same 
income  limits  were  used  for  all  families,  although  possible  lower  limits  should  have 
been  used  for  rural  families.”  (J.R.  Pololuk:  “Incomes  of  Canadians”,  Statistics 
Canada,  1968,  pp.18). 
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The  “low  income  cut-offs”  reported  here  are  based  on  a  recent  revision  that  has  lowered 
the  70  percent  criterion  to  62  percent  to  reflect  the  decline  of  the  overall 
expenditure-income  ratio  from  50  percent  to  42  percent.  The  figures  are  updated  to  1975 
by  the  Consumer  Price  Index.  (See:  Statistics  Canada:  “Revision  of  Low  Income  Cut-Offs” 
December  17,  1974). 

STATISTICS  CANADA 

PROPOSED  LOW  INCOME  CUT-OFFS 
BY  FAMILY  SIZE  AND  SIZE  OF  PLACE  OF  RESIDENCE 
CANADA,  JANUARY  1, 1975 


500,000 

or  more 

100,000 

-500,000 

30,000 

-100,000 

Small 

Urban 

Rural 

Population 

Population 

Population 

Urban 

1 

3,457 

3,237 

3,143 

2,891 

2,514 

2 

5,013 

4,694 

4,557 

4,192 

3,646 

3 

6,396 

5,989 

5,815 

5,349 

4,652 

4 

7,606 

7,122 

6,915 

6,361 

5,531 

5 

8,503 

7,961 

7,730 

7,112 

6,185 

6 

9,334 

8,739 

8,485 

7,807 

6,788 

7 

10,234 

9,583 

9,303 

8,559 

7,443 

3.  Canadian  Council  on  Social  Development:  Poverty  lines  are  calculated  as  follows: 
Families  with  four  members  are  defined  as  poor  if  their  income  is  50  percent  or  less  than 
the  corresponding  average  income.  Poverty  lines  are  adjusted  for  different  family  sizes  by 
keeping  them  proportional  to  the  Statistics  Canada  poverty  lines.  (See:  The  Canadain 
Council  on  Social  Development:  “Canadian  Fact  Book  on  Poverty”,  January  1975).  The 
average  income  for  a  family  of  four  in  Canada  in  1973  was  $13,833  (most  recent  available 
figure  from  survey  of  Consumer  Finances).  This  figure  was  updated  to  1975  by  linear 
extrapolation.  The  estimated  average  income  for  1975  is  $16,225.  The  poverty  line  for  a 
family  of  four,  therefore  is  $8,112.  In  the  following  table  the  poverty  lines  for  various  family 
sizes  were  estimated  first  by  using  the  original  Statistics  Canada  proportionality  factor 
and,  second,  by  using  the  revised  Statistics  Canada  proportionality  factor. 
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CANADIAN  COUNCIL  ON  SOCIAL  DEVELOPMENT 

CANADA  1975 


Family  Size 

Original  Statistics 
Canada  Family 
Proportionality 
Factor 

CCSD 

Poverty 

Lines 

Revised 

Statistics 

Canada  Family 
proportionality 
factor 

CCSD 

Poverty 

Lines 

1 

3 

$3,477 

3.00 

$3,687 

2 

5 

5,794 

4.35 

5,347 

3 

6 

6,953 

5.55 

6,821 

4 

7 

8,112 

6.60 

8,112 

5 

8 

9,271 

7.38 

9,070 

6 

9 

10,430 

8.10 

9,956 

4.  The  Social  Planning  Council  of  Metropolitan  Toronto  has  periodically  estimated  a 
budget  which  can  secure  a  living  sufficiently  above  what  can  be  considered  as  a  subsistence 
level,  (Social  Planning  Council  of  Metropolitan  Toronto:  “Guides  for  Family  Budgeting” 
August  1974).  The  Guides  reflect  both  normative  considerations  as  well  as  the 
predominant  pattern  of  behaviour  of  consumers.  The  table  below  summarizes  the  results  of 
the  Budget  Guides.  The  estimated  total  budget  can  be  considered  in  a  way  as  poverty  lines. 
Interestingly  enough,  the  estimated  budget  coincides  almost  exactly  with  the  poverty  lines 
proposed  by  the  Canadian  Council  on  Social  Development.  Figures  are  updated  from  1974 
to  1975  by  the  Consumer  Price  Index. 
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ESTIMATED  FAMILY  BUDGETS, 
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APPENDIX  B 


THE  PRESENCE  OF  MULTIPLE  BENEFITS 


An  evaluation  of  the  social  security  system  has  to  take  into  account  explicitly  the 
multiplicity  of  programmes.  Issues  of  adequacy  or  work  incentives  cannot  be  appraised  by 
the  isolated  examination  of  individual  programmes.  In  the  following  example  the 
approximate  value  of  a  number  of  benefits  that  may  be  received  by  a  single  mother  raising 
two  children  has  been  estimated.  The  mother  in  this  example  is  eligible  for  a  wide  range  of 
programmes  of  substantial  aggregate  value  but,  in  practice,  it  may  be  difficult  to  find  such 
an  example.  Budget  limitations,  administrative  discretion,  or  lack  of  information  may 
prevent  the  average  person  from  receiving  all  the  benefits  that  he  or  she  may  be  eligible 
for  under  the  relevant  Acts.  This  should  be  kept  in  mind  when  considering  the  following 
example. 

The  benefits  derived  from  the  various  programs  are  shown  in  Table  10  of  the  main  text. 
A  brief  explanation  of  the  construction  of  each  column  follows: 

Columns  (1,  2,  3,  4)  A  mother  in  the  Family  Benefits  programme  can  work  up  to  120  hours 

per  month.  Therefore,  we  assume  that  the  mother  in  this  example  is 
working  30  hours  per  week  and  can  increase  her  annual  earnings  by 
working  more  weeks.  If  she  decides  to  work  full-time  (36  hours  per 
week  in  this  example)  she  will  not  be  eligible  for  Family  Benefits. 
Once  she  has  reached  the  level  of  1,800  annual  hours  of  work  (which 
corresponds  to  full-time  employment),  she  can  further  increase  her 
earnings  only  by  working  at  a  higher  hourly  wage  rate.  It  is  assumed 
that  any  amount  of  work  time  is  uniformly  distributed  over  the  year. 

Column  (5)  The  Family  Benefits  Allowance  was  set  equal  to  the  sum  of  the 

ordinary  needs  allowance  plus  maximum  shelter  allowance  of  $95  per 
month.  This  amount  is  charged  to  social  assistance  recipients  by  the 
rent-geared-to-income  plan.  The  amount  of  Family  Benefits 
allowance  is  affected  by  earnings  as  follows:  the  first  $100  of  earnings 
per  month  do  not  affect  the  amount  of  the  allowance;  any  further 
increase  in  earnings  of  $1  results  in  a  75  cent  decrease  in  the  amount 
of  the  allowance. 

Column  (6)  The  market  value  of  one  year  of  day-care  services  was  set  at  $2,000. 

This  is  equal  to  the  approximate  price  of  day-care  charged  by  private 
companies,  according  to  information  provided  by  the  Ministry  of 
Community  and  Social  Services.  Family  Benefits  and  General 
Welfare  Assistance  recipients  are  eligible  for  fully  subsidized  day 
care.  Persons  who  are  not  eligible  for  Family  Benefits  or  General 
Welfare  Assistance  can  be  eligible  for  subsidized  day  care  fees, 
depending  on  their  income.  In  the  latter  case  day  care  fees  are 
determined  by  subtracting  the  estimated  amount  of  family  “needs” 
from  income.  Income  does  not  include  all  earnings  but  only  75 
percent  of  the  net-of-taxes  earnings.  The  amount  of  “needs”  is  set 
equal  to  the  allowance  for  ordinary  needs  —  according  to  the  Family 
Benefits  regulations  —  plus  actual  rent  payments.  In  the  example 
used  this  amounts  to  $6,000.  As  long  as  “needs”  exceed  net  income, 
the  day-care  scheme  is,  in  effect,  subsidizing  the  work  activity  of  the 
mother  by  fully  financing  care  of  her  children.  Once  income  exceeds 
the  amount  of  needs,  fees  are  charged,  and  the  day  care  scheme  taxes 


46 


Column  (7) 


Column  (8) 


Column  (9) 
Column  (10) 


Column  (11) 

Column  (12) 

Column  (13) 


Combined  Marginal 
Tax  Rate 


away  75  percent  of  the  increases  in  earnings.  At  this  point  the  day 
care  subsidy  ceases  to  operate  as  a  work  subsidy  and  becomes,  in 
effect,  an  implicit  tax  rate  on  earnings. 

The  market  value  of  the  average  dwelling  under  the  rent-geared-to- 
income  plan  was  estimated  to  be  $230  per  month.  This  was  based  on 
the  amount  of  total  subsidies  and  rents  actually  paid  in  1974  in  Metro 
Toronto.  Low  income  families  not  in  receipt  of  Family  Benefits  or 
General  Welfare  Assistance  pay  rent  according  to  an  income  scale  so 
that  their  housing  cost  is  only  partly  subsidized.  A  family  of  three  in 
receipt  of  Family  Benefits  or  General  Welfare  Assistance  is  charged 
$95  per  month  by  the  rent-geared-to-income  plan.  If  this  family 
occupies  rent-geared-to-income  accommodation  the  Family  Benefits 
or  GWA  plan,  in  turn,  only  pays  $95  per  month  as  a  shelter  allowance. 
In  effect,  this  means  that  these  families  receive  fully  subsidized 
housing  under  the  rent-geared-to-income  plan.  The  first  $900  of  a 
single  parents’  earnings  are  not  taken  into  account. 

Family  Benefits  and  General  Welfare  Assistance  recipients,  families 
with  no  taxable  income  and  persons  over  65  years  of  age  are  eligible 
for  fully-subsidized  OHIP  premiums.  Families  with  taxable  income  of 
less  than  $2,000  are  eligible  for  fifty  percent  subsidy  of  the  OHIP 
premiums. 

Family  Allowances  are  subject  to  income  taxes. 

Tax  credits  are  estimated  on  the  basis  of  1974  income  tax  regulations. 
In  this  example  they  are  assumed  to  remain  constant  as  income  rises. 
This  is  only  an  approximation.  In  fact,  tax  credits  may  decline  or  rise 
at  higher  incomes  depending  on  how  fast  expenditures  on  housing  are 
increasing. 

Income  taxes  are  estimated  according  to  the  1974  schedule  with  total 
exemptions  adjusted  to  the  1975  levels  (approximately  $3,000).  Social 
Assistance  payments  are  not  taxable;  Family  Allowances  are  taxable. 

Total  Disposable  income  and  benefits  include  the  dollar  value  of 
private  earnings,  income  transfers  and  imputed  value  of  various 
social  services. 

As  private  earnings  increase  the  value  of  income  transfers  and  social 
services  diminish.  A  dollar  increase  in  private  earnings,  in  other 
words,  improves  the  total  of  disposable  income  and  benefits  of  the 
recipient  by  less  than  a  dollar.  Therefore,  social  security  programs 
exercise  an  implicit  marginal  tax  on  earnings.  The  first  two  rows  in 
column  (13)  have  a  negative  sign.  This  means  that,  in  these  two 
particular  instances,  an  increase  in  private  earnings  actually  leads  to 
an  increase  in  the  amount  of  benefits  —  mainly  because  of  the 
increased  use  of  free  day  care  services.  The  implicit  marginal  tax  rate 
on  earnings  is  estimated  according  to  the  following  formula: 

Disposable  IncomeN  /  Disposable  Income  and  Benefits  \ 
and  Benefits  at  Previous  Level  of  Earnings  / 

(Change  in  Amount  of  Earnings) 
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FOOTNOTES 

CHAPTER  I 

1.  There  are  recent  indications  that  an  income  supplement  scheme  for  the  working  poor 
will  not  be  implemented  in  the  near  future  due  to  the  current  financial  austerity 
measures  of  the  government  sector. 

2.  The  “model”  system  of  the  recent  federal  government  Working  Paper  on  Social 
Security  in  Canada  includes  public  compulsory  pensions  and  unemployment  insurance 
as  parts  of  the  social  security  system.  This  is  appropriate  since  these  programs  do 
involve  large  tax  and  transfer  elements.  That  is,  individual  Canada  Pension  Plan  and 
unemployment  insurance  benefits  are  not  based  on  individual  contributions  and  risk. 

CHAPTER  II 

3.  The  Family  Benefits  allowance  rates  should  be  viewed  as  bare  minimum  poverty  lines 
since  they  do  not  include  related  benefits  such  as  Family  Allowances  or  subsidized 
housing  and  medical  premiums.  These  poverty  lines  serve  to  underline  the  fact  that  a 
considerable  number  of  working  families  are  poor  even  on  the  basis  of  such  modest 
poverty  lines. 

CHAPTER  III 

4.  Statistics  Canada,  “Consolidated  Government  Finance ”,  Catalogue  Number:  68-202. 

Social  security  includes,  according  to  the  “Consolidated  Government  Finances” 
definition,  the  following  income  transfer  programs:  universal  pension  plans,  old  age 
security,  veterans’  benefits,  unemployment  insurance,  family  and  youth  allowances, 
workmen’s  compensation,  assistance  to  disabled,  handicapped,  unemployed  and  other 
needy  individuals. 

5.  Ibid. 

CHAPTER  IV 

6.  Frank  Whittingham,  “Minimum  Wages  in  Ontario ”,  Industrial  Relations  Centre, 
Queen’s  University,  1970,  pp.  3. 

7.  Minimum  wages  in  Ontario  have  increased  from  $1.30  in  1969  to  $2.40  in  1975.  In  the 
same  approximate  period,  average  weekly  wages  and  salaries  in  Ontario  have 
increased  from  $3.04  in  1969  to  $4.60  in  1974.  (Most  recent  data  from  Statistics 
Canada,  “Canadian  Statistical  Review”,  Catalogue  11-003).  The  figures  show  that 
minimum  wages  have  kept  pace  with  the  average  Weekly  Wages  and  Salaries. 

8.  The  labour  force  participation  rates  of  women  aged  20  to  54  in  Ontario  in  1973  was  as 
follows:  Labour  force  participation  rate  of  Mothers  with  no  children  70%,  with 
children  over  6  years  old  48%,  with  children  under  2  years  old  26%.  (Statistics 
Canada,  “Preliminary  Report  on  Working  Mothers  and  their  Child  Care 
Arrangements ”,  1973.  According  to  the  same  survey,  12%  of  the  non-working  mothers 
would  prefer  to  work.  Half  of  these  mothers  cited  the  lack  of  satisfactory  child  care  as 
the  reason  for  not  working. 

9.  Ibid. 
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10.  M.  Birch,  “Remarks  on  Day  Care”,  Women  in  Action  Conference ,  Scarborough,  1974. 

11.  Advisory  Council  on  Day  Care,  Progress  Report ,  January  1975. 

12.  The  idea  of  universal  free  day  care  should  be  distinguished  from  the  notion  of 
universally  available  day  care  with  fees  charged  according  to  the  income  of  the  family. 
The  present  Day  Care  Act  in  Ontario  is  an  example  of  the  latter  type  of  day  care. 

13.  Federal  Family  Allowances  make  payments  of  about  $265  per  annum  on  behalf  of 
every  child  under  18  years  of  age  resident  in  Ontario.  This  is  subject  to  escalation  for 
cost-of-living  increases.  A  province  may  vary  payments  according  to  the  age  of  the 
child  and  the  number  of  children  in  the  family  but  the  average  payment  for  each 
province  should  be  equal  to  the  federal  level  and  the  minimum  no  less  than  60  percent 
of  the  federal  level.  Ontario  could,  then,  raise  family  allowances  for  pre-school  children 
and  lower  them  for  older  children. 

14.  For  further  detail  see:  Manpower  and  Immigration  “ Canada  Manpower  Programs  — 
Job  Creation ”  February  1975. 

15.  As  a  result  of  the  current  expenditure  restraint  measures  of  the  Federal  Government, 
the  OFY  program  has  been  discontinued,  while  the  scale  of  the  LIP  program  has  been 
reduced. 

16.  Marc  Lalonde,  Minister  of  National  Health  and  Welfare  " Working  Paper  on  Social 
Security  in  Canada ”,  1973. 

17.  Department  of  Manpower  and  Immigration  —  “Federal-Provincial  Announcement  on 
Community  Employment  Strategy  in  Ontario ”,  News  Release,  September  23,  1975. 

18.  For  further  detail  see:  Ministry  of  Community  and  Social  Services,  “ Your  Family 
Benefits  Handbook”,  1975. 

19.  Ontario  Welfare  Council,  “ The  Province  of  Ontario;  Its  Social  Services ”,  1974. 

20.  Ontario  Council  of  Health:  “A  Review  of  the  Ontario  Health  Insurance  Plan”,  1973. 

21.  The  issue  of  medical  subsidies  is  treated  in  more  detail  in  the  Council’s  paper,  Health: 
Issues  and  Alternatives,  1976. 

22.  Ministry  of  Housing,  “Discussion  Paper  on  Updating  the  Rent-Geared-to-Income 
Scale”,  January  6,  1975. 

23.  Ministry  of  Housing,  “Housing  Programs  in  Ontario”,  June  1975. 

CHAPTER  VI 

24.  Marc  Lalonde,  “Statement  to  the  Conference  of  Federal  and  Provincial  Ministers  of 
Welfare”,  April  30  and  May  1,  1975. 

25.  Ibid.,  p.  3.  A  more  recent  meeting  of  Federal  and  Provincial  Ministers  of  Welfare  was 
held  in  Ottawa  on  February  3-4,  1976.  The  communique  issued  at  the  end  of  this 
meeting  did  not  elaborate  on  details  provided  in  May  1975.  However,  according  to  a 
front  page  story  which  appeared  in  the  Globe  and  Mail  of  February  5, 1976,  the  Federal 
Minister  has  retained  his  earlier  views  on  cost  sharing.  That  is,  two-thirds  of  the  cost  to 
be  paid  by  the  Federal  Government  and  one-third  by  individual  provinces. 

26.  Marc  Lalonde,  “Statement  to  the  Conference  of  Federal  and  Provincial  Ministers  of 
Welfare”,  February  18,  1975. 
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